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VALUATION. 


The  tegnlation  of  public  utilities  by  state  commissions 
has  mud*  the  accurate  valuation  of  these  utiUties  a  con- 
crete question  of  the  utmost  importance.  The  amount 
invested  in  street  and  electric  railways  alone  is  estimated 
at  four  billion,  five  hundred  ninety-seven  million  dollars. 
A  variation  of  ten  per  cent  upon  this  aggregate  would 
nearly  equal  the  recent  enormous  Anglo-Frenj^  loan  of 
five  hundred  million  dollars. 

In  the  time  which  I  have  at  my  disposal,  I  propose  to 
consider  three  questions,  namely: 

1.  What  is  value! 

2.  How  is  value  to  be  ascertained! 

3.  When  value  has  been  ascertained,  what  use  should 
be  made  of  it! 

Wha.t  is  VALrim! 

Valuation  is  defined  as  the  act  of  valuing.  Therefore, 
for  a  dear  comprehension  of  what  is  under  discussion,  it 
is  necessary  to  determine  what  value  is.  Nothing  creates 
more  confusion  or  misunderstanding  than  a  lack  of  dear 
analysis,  and  of  the  clear  definitions  which  should  result 
from  it  To  ascertain  what  the  word  * '  value ' '  means,  we 
mast  do  what  we  should  do  with  any  other  word  under  any 
Other  circumstances,  that  is,  go  to  the  dictionaries.  It  is 
defined  in  the  Century  Dictionary  as  follows : 

Value:  1.  "Worth;  the  property  or  propertws  of 
a  thing  in  virtue  of  which  it  is  useful  or 
estimable,  or  the  degree  in  which  such  a 
character  is  possessed;  utility;  impor- 
tance ;  excellence  j  applied  to  both  persona 
•Bd  things." 
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2.  ''Estiiimted  or  attributed  wOTfh;appx«^ 
tion;  valnation;  esteem;  regard." 

3.  "The  importance  of  a  commodity  meas- 
ured by  the  amount  of  other  commodities 
(commonly  represented  by  money)  for 
which  it  can  be  exchanged  in  open  market; 
the  ratio  in  which  one  thing  exchanges 
against  others;  the  command  which  one 
commodity  has  over  others  in  traffic;  in  a 
restricted  (and  the  popular)  sense,  the 
amount  of  money  for  which  a  thing  can 
be  sold;  price.  In  political  economy  value 
is  distinguished  from  price,  which  is  worth 
estimated  in  money,  while  value  is  worth 
estimated  in  commodities  in  general.'' 

4u  Price  eqnal  to  the  intrinsic  worth  of  a 
thing;  real  equivalent." 

Neitiier  the  pnblic  nor  the  pnblic  utilities  may  depart 

from  the  established  meaning  of  this  word.  To  state  this 
in  another  way,  the  law  makes  the  value  of  a  utility  an 
important  factor  in  certain  aspects  of  regolation.  To 
obviate  what  have  at  the  time  seemed  to  be  conseqnenoes 
which  would  be  inequitable,  efforts  have  been  made  by 
indirection  to  change  the  law  by  ascribing  to  the  word 
valne  a  meaning  that  is  arbitrary  in  tiiie  sense  that  it 
does  not  accord  with  the  established  definitions.  To  il- 
lustrate, in  connection  with  the  valuation  of  the  railroads 
of  the  conntry  now  pending  before  the  Interstate  Com- 
merce Commission  in  Washington,  it  was  contended  in  a 
brief  filed  in  behalf  of  the  state  co  mmissions  that  value 
as  applied  to  railroads  should  be  construed  to  mean  the 
cost  originally  incurred  in  their  constraction.  Eminent 
engineers  have  contended,  among  other  things,  that  valne 
should  be  determined  by  cost,  or  fixed  by  the  cost  of  re- 
production, with  or  without  the  deduction  of  depreciation, 
or  that  it  should  be  something  ascertained  by  capitalizing 
earnings.   Each  contention  is  an  attempt  by  a  forced 


definition  of  the  word  value,  to  work  out  the  result  which 
the  facts  under  consideration  seem  to  demand  as  just; 
and  so  we  have  a  cost  valne,  a  reprodnction  value,  an 
investment  value,  a  rate-making  value,  a  taxable  value, 
the  adjective  in  every  instance  being  in  effect  a  confession 
that  what  is  nnder  consideration  is  not  value,  or  fair  pres- 
ent value,  but  something  which  the  adjective  distinguishes 
from  it. 

Value,  when  applied  to  the  property  of  public  utilities, 
means  what  it  means  when  applied,  under  like  conditions, 

to  any  other  class  of  property.  It  is  what  the  property  is 
worth.  It  is,  adopting  the  language  of  the  dictionary,  the 
"price  equal  to  the  intrinsic  worth  of  the  thing,''  its 
"real  equivalent"  Just  as  soon  as  it  is  conceded,  for  the 
purpose  of  working  out  an  equitable  result  in  one  case, 
that  value  may  be  construed  to  mean  something  other 
than  value,  the  door  has  been  opened  for  construing  value 
to  mean  something  other  than  value  in  order  to  work  out 
an  inequitable  result  in  any  case.  It  will  not  serve  the 
interests  of  either  the  utilities  or  the  public  (which,  in 
the  final  analysis,  are  not  antagonistic),  to  attempt  to 
solve  any  of  the  questions  that  are  presented  by  juggling 
with  the  meaning  of  words,  or  by  giving  them  an  arbitrary 
definition.  Any  inequalities  in  the  law  may  be  more 
surely  and  promptly  corrected  by  facing  them  squarely 
than  by  seeking  to  evade  them. 

For  the  purposes  of  this  discussion,  the  word  value'' 
will  be  taken  in  its  established  sense  as  meaning  the  im- 
portance of  the  thing  in  question,  measured  by  the  amount 
of  other  commodities  (commonly  represented  by  money) 
for  which  it  can  be  exchanged  in  open  market,  or  the  price 
equivalent  to  its  intrinsic  worthy  which  shall  be  a  real 
equivalent. 


4 


How  IS  Value  to  be  AscebtaibtedT 

The  value  of  any  public  utility  at  any  particular  time 
is  a  fact  which  must  be  deduced  from  the  appUcation  of 
trained,  intelligent,  honest  judgment  to  a  great  many 
other  facts.  The  length  of  a  car  or  a  rail,  the  number  of 
poles  in  a  given  piece  of  construction,  the  number  of 
yards  in  a  cut  or  fill,  are  all  facts  which  may  be  ascer- 
tained definitely  by  the  application  of  definite,  established 
standards  of  measurement.  The  determination  of  any 
one  of  these  facts  involves  only  a  simple  process,  and 
when  it  has  been  honestly  determined  there  is  room  for 
no  substantial  differences  as  to  its  correctness.  The 
value  of  a  public  utility  is  a  fact  of  an  entirely  different 
character.  There  is  nothing  which  can  be  applied  to  a 
public  utility  as  a  measure  which  will  determine  its  value. 
The  Supreme  Court  of  the  United  States  Bsld  in  the 
Minnesota  Rate  Cases  (230  U.  S.  434),  referring  to  the 
value  of  the  railroads  involved  in  that  controversy : 

"The  ascertainment  of  that  value  is  not  con- 
trolled by  artificial  rules.  It  is  not  a  matter  of 
formulas,  but  there  must  be  a  reasonable  judgment 
having  its  basis  in  a  proper  consideration  of  all 
relevant  facts." 

This  statement  will  commend  itself  to  the  laymen  as 
well  as  to  the  courts  as  absolutely  sound.  Much  of  the 
expense  and  uncertainty  and  difficulty  that  attend  the 
regulation  of  public  utilities  would  be  obviated  if  there 
were  some  formula  or  some  measure  which,  applied  to  a 
public  utility,  would  establish  its  value,  and  which,  ap- 
plied to  the  situation,  would  determine  what  is  a  fair  re- 
turn, with  the  same  certainty  that  a  steel  tape  will  give 
ns  the  length  of  a  piece  of  track.  The  fact  that  audi  a 
formula  would  remove  some  of  tiie  greatest  difficulties 
which  inhere  in  regulation,  and  would  therefore  be  of 
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enormous  practical  advantage,  cannot  justify  a  refusal 

to  accept  the  fact  that  it  does  not  exist.  The  best  results 
will  be  attained  in  regulation,  just  as  they  are  attained  in 
everything  else,  by  aooepting  the  facts  and  working  to 
them  or  from  them,  and  not  by  attempting  to  ignore  them 
or  cover  them  up.  There  is  no  such  formula — there  is  no 
such  equation— just  as  there  is  no  such  formula  or  equa- 
tion by  which  we  may  deduce  the  value  of  a  piece  of  real 
estate,  or  of  a  picture,  or  of  a  horse,  or  of  amy  other 
piece  of  property  which  is  not  so  frequently  sold  and  of 
such  standard  characteristics  as  to  imve  a  definite  value 
fixed  by  current  transactions. 

There  is  an  important  collateral  result  whidi 
must  ensue  from  the  acceptance  of  the  statement 
<rf  the  Supreme  Court  that  value  must  result 
from  the  exercise  of  a  reasonable  judgment  ap- 
plied to  a  consideration  of  all  of  the  relevant 
facts.  Obviously,  this  judgment  to  be  worth  any- 
thing must  not  only  be  honest  and  intelligent,  but  it  must 
be  a  trained  judgment,  based  upon  experience  with  refer- 
ence to  the  particular  dass  of  property  that  is  under 
consideration.  No  one  would  think  of  employing  a  dry 
goods  ™m»  to  ^ue  real  estate,  or  a  real  estate  man  to 
value  dry  goods.  Judgment  to  be  worth  anything  must 
be  sound ;  that  is,  it  must  be  the  result  of  a  consideration 
of  all  the  material  facts  and  of  such  a  co-ordination  of 
these  facts  as  will  give  to  each  one  of  them  the  influence 
to  which  it  is  entitied  as  a  factor  in  the  ultimate  result 
The  knowledge  which  will  enable  one  to  distinguish  tiie 
relevant  from  the  irrelevant  facts  and  to  assign  to  each 
relevant  fact  its  proper  weight  is  something  that  cannot 
be  attained  without  experience.  The  fact  that  value  Is 
the  result  of  trained  judgment  should  tend  to  restrict  tiw 
field  of,  if  not  to  entirely  eliminate  the  class  of  so-called 
experts,  who  are  not  experts  at  all,  but  who  are  mere 
theorists,  and  who  are  dangerous  because  of  their  eager- 
ness to  apply  to  the  property  of  others  their  tiieories. 
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Itonest,  if  you  please,  but  absolutely  unsupported  by  the 
results  of  praetioal  esEperienoe,  and  therefore  uutrost- 
worfliy. 

The  fact  that  value  is  something  to  be  determined  by 
the  application  of  reasonable  judgment  to  all  of  the  rele- 
vant facts,  leads  naturally  to  the  inquiry,  what  are  the 
relevant  factors  bearing  upon  the  value  of  an  electric 
railway  or  of  any  other  public  utility.  As  long  ago  as 
1898,  in  the  case  of  Smyth  vs.  Ames  (169  U.  S.  466-546) 
the  Supreme  Court  of  the  United  States  called  attention 
to  the  more  important  of  these  factors  in  the  following 
language: — 

♦ 

"And  in  order  to  ascertain  that  value,  the  orig- 
inal cost  of  construction,  the  amount  expended  in 
permanent  improvements,  the  amount  and  market 
value  of  its  bonds  and  stock,  the  present  as  com- 
pared with  the  original  cost  of  construction,  the 
probable  earning  capacity  of  the  property  under 
particular  rates  prescribed  by  statute,  and  the  sum 
required  to  meet  operating  expenses,  are  all  mat- 
ters for  consideration,  and  are  to  be  given  such 
weight  as  may  be  just  and  right  in  each  case.  We 
do  not  say  that  there  may  not  be  other  matters 
to  be  regarded  in  estimating  the  valne  of  the  prop- 
erty." 

This  statement,  which  has  been  referred  to  with  ap- 
proval in  practically  every  subsequent  case  involving  a 
like  question,  specifies  as  important  factors  the  original 
cost  of  the  property,  the  cost  of  its  reproduction,  its 
capitalization,  and  its  revenue.  It  clearly  leaves  the  door 
Open  for  the  consideration  of  every  other  material  factor. 

It  is  probable  that  no  person  could  enumerate  all  of 
the  factors  which  should  be  taken  into  account,  or  which 
are  in  fact  actually  taken  into  account,  in  a  proper  deter- 
mination of  the  value  of  any  public  utility,  because  it  is 
improbable  that  any  person  of  trained  judgment,  eves 


though  exennsing  that  judgment  soundly  along  ooneol 

lines,  would  be  able  to  specify  every  factor  which  con- 
sciously or  unconsciously  had  affected  his  conclusion. 
Consistently  with  this  fact,  and  probably  because  of  this 
fact,  the  courts,  while  spedfying  certain  factors  as  per- 
tinent  and  entitled  to  consideration,  have  never  attempted 
to  specify  all  of  the  material  factors  and  have  been  care- 
ful not  to  exclude  from  consideration  anything  which 
may  actually  affect  the  value  of  ttie  properly  in  question. 
The  cases  decided  by  the  courts  overwhelmingly  negative 
the  proposition  that  any  single  thing  or  any  single  factor 
can  of  itself  be  a  measure  of  value,  doing  this  sometimes 
by  direct  statement,  but  more  often  infer^tially  but  not 
less  certainly. 

Just  as  there  is  no  formula  through  the  application  of 
which  value  may  be  ascertained,  there  can  be  no  formula 
which  will  determine  the  relative  weight  nMxih.  the  vari- 
ous factors  affecting  value  should  have  in  any  particular 
ease.  The  weight  to  which  they  are  entitled  is  to  be  de- 
tnmined  by  thefa^  and  drcnmstanoes  of  the  particular 
inquiry.  This  is  very  aptly  illustrated  by  evidence  as  to 
cost.  Such  evidence  is  competent  under  the  authorities. 
This  is  settied  beyond  room  for  controversy.  It  is  recog- 
nized as  established  doctrine  hi  many  laws  providing  for 
valuations,  such  as  the  statute  under  which  the  Interstate 
Commerce  Commission  is  now  acting.  But  the  weight  to 
whidi  this  evidence  of  cost  is  entitled,  and  it  may  vary 
from  notiiing  to  almost  controlluig  importanoe,  depencb 
upon  the  circumstances  of  the  case.  Many  valuers,  who 
have  never  made  the  analysis  of  the  situation  which  leads 
to  the  formulation  of  this  rule,  have  recognized  its  sound- 
ness through  their  practical  application  of  it  in  their  own 
work.  Original  costs,  where  a  long  period  of  time  has 
elapsed  and  where  the  conditions  when  the  costs  were 
bienrred  vary  radically  from  the  conditions  which  exist 
at  the  time  of  the  valniition,  can  have  hdt  very  littie,  if 
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any,  appreciable  weight  in  determining  the  question; 
Eecent  costs,  incurred  in  the  immediate  past,  where  there 
has  been  no  such  variation  of  conditions,  are  accepted  as 
most  persoasive  evidence  of  what  present  costs  would 
be,  while  for  the  item  of  work  under  constradion,  the 
actual  expenditures,  where  known,  are,  I  think,  usually 
adopted.  Cost,  while  not  a  measure  of  value,  is  a  legiti- 
mate and  valuable  factor  in  arriving  at  value,  if  it  be 
intelligently  and  properly  applied. 

Capitalization  is  another  material  fact,  whose  weight 
depends  wholly  upon  the  surrounding  circumstances. 
Securities  recently  issued  for  cash  are  entitled  to  and  re- 
ceive serious  consideration.  Securities  issued  long  ago, 
under  circumstances  that  may  not  be  now  ascertained 
with  definit^dess  or  certainty,  are  entitled  to  and  in  fact 
receive  much  less  c^nsideralion. 

The  facts  as  to  net  revenue  are  without  exception  held 
to  be  material,  and  they  are  in  fact  material,  not  with- 
standing the  interdependence  between  earnings  and 
rates.  What  conclusively  establishes  their  materiality 
is  not  the  unanimous  holding  of  the  courts,  but  the  fact 
that  this  holding  accords  with  the  experience  of  every 
person  who  has  ever  tried  to  buy  or  sell  a  public  utility. 

The  courts  through  their  decisions  cannot  make  a 
factor  material  which  is  not  in  fact  material,  nor  do  they 
attempt  to  do  this.  What  they  attempt  to  do  is  simply 
to  declare  the  principles  whidbi  have  been  developed  out 
of  innumerable  business  transactions.  The  legislatures 
might  enact  that  the  value  of  an  electric  railway  should 
not  be  affected  by  the  weight  of  its  rails,  by  the  size  of  the 
copper  wire,  or  by  the  character  of  its  equipment,  and 
every  court  in  Christendom  might  decide  that  the  value 
of  an  electric  railway  is  not  affected  by  these  factors,  but 
notwithstanding  such  enactments  and  such  decisions,  any 
man  who  wanted  to  either  buy  or  sell  an  electric  railway 
would  find  that  its  value  was  affected  by  these  factors. 
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No  element  of  value  is  made  or  can  be  made  material  or 
immaterial  by  the  courts.  Its  effect  is  actually  de- 
termined by  the  community  and  all  that  the  courts  have 
done  is  to  declare  the  conclusions  of  the  people. 

The  other  factor  specifically  mentioned  in  Smyth  vs. 
Ames  is  what  is  now  usually  called  the  cost  of  repro- 
duction. Practice  has  properly  recognissed  this  as,  under 
normal  conditions,  the  most  important  single  factor 
affecting  the  determination  of  the  value  of  a  public  utility. 
This  reec^Tiition  is  based  upon  common  knowledge  and 
experience.  It  is  simply  a  concrete  application  of  a  rule 
confirmed  by  universal  usage.  If  a  prospective  seller 
offers  a  public  utility  to  a  prospective  buyer  at  a  price, 
adopting  the  language  of  a  well  known  and  capable  en- 
gineer, of  X  dollars,  the  buyer,  wheHier  he  has  ever 
heard  of  the  reproduction  theory  as  such  or  not,  will  in- 
voluntarily check  the  reasonableness  of  the  price  by  ask- 
ing himself  what  it  would  cost  him  to  reproduce  this 
property  as  an  alternative  to  buying  it.  If  one  of  you 
were  to  ask  a  real  estate  man  here  in  Chicago  the  value 
of  tills  property  where  you  are  holding  this  meeting,  he 
would  say  to  himself ,  in  reaching  his  condLusion,  the 
ground  is  worth  about  so  much,  it  would  cost  to  build 
this  building  about  so  much,  its  present  physical  con- 
dition is  so  and  so;  he  would  in  his  mind  compare  the 
construction  with  present  construction,  and  he  would  in 
this  way  ascertain  factors  which  would  materially  affect 
his  conclusion.  And  very  likely  if  you  asked  him  whether 
he  had  applied  the  reproduction  method,  he  would  tell 
you  that  he  had  never  heard  of  it;  but,  nevertheless,  he 
would  in  fact  have  applied  it  roughly. 

In  a  nutshell,  the  reproduction  method  is  nothing 
more  than  a  refinement  and  application  of  the  rule  of 
common  experience  which  has  taught  everyone  who^ 
wishes  to  buy  something  to  test  the  reasonableness  of 
the  price  by  what  it  would  cost  him  to  obtain  the  same 
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thing  either  by  constraeting  it  himself  or  by  proearing 

it  from  another  source;  and  this  factor  of  reproduction 
cost  is  an  important  factor  in  determining  the  value  of  a 
utility,  for  just  the  same  reasons  that  what  it  would  cost 
to  bcdld  a  like  house  is  an  important  factor  in  determin- 
ing the  value  of  a  house  that  may  be  offered  for  sale. 

The  estimated  cost  of  reproduction  should  be  the  esti- 
mated cost  of  reprodnehog  a  dnplicate  of  the  going  plant, 
not  the  cost  of  reproducing  something  that  it  is  believed 
would  be  a  satisfactory  equivalent.  What  is  to  be  ascer- 
tained is  the  value  of  the  existing  plant,  not  the  value  of 
some  other  plant  whieh  it  is  expected  (but  not  all  ex- 
pectations are  realized)  would  perform  the  same  func- 
tions or  accomplish  the  same  results.  To  the  extent  that 
the  hypothetical  plant  departs  from  the  existing  plant, 
there  is  injected  an  element  of  uncertainty  which  tends 
to  impair  the  accuracy  of  the  estimated  cost  of  reproduc- 
tion. In  cases  where  the  existing  plant  contains  elements 
which  obviously  would  not  be  incorporated  in  a  new  plant 
intended  to  perform  the  same  service,  the  valuer  will  do 
just  exactly  what  the  prospective  purchaser  would  do 
under  like  circumstances,  that  is,  he  will  take  these  fac- 
tors into  account  in  determining  the  weight  which  the  esti- 
mated cost  of  reproduction  shall  have  in  connection  with 
his  ultimate  conclusion  as  to  value. 

The  proper  application  of  the  reproduction  theory 
calls  for  the  exercise  not  only  of  judgment  and  technical 
training  of  the  highest  order,  but  of  imagination  as  welL 
The  value  of  the  conclusions  reached  is  affected  not  only 
by  the  accuracy  of  cost  estimates,  such  as  unit  prices 
and  allowances  for  what  are  usually  designated  as  over- 
head items,  but,  underlying  and  to  a  certain  extent  con- 
trolling these  things,  by  an  accurate  conception  of  just 
what  the  process  of  reproduction  involves.  It  must  in- 
dude  in  connection  witii  the  hypothetical  plant  every  st^ 
which  would  be  involved  in  the  reproduction  of  the  ex- 
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isting  plant,  because  each  one  of  these  steps  involves  the 
expenditure  of  money,  and  even  with  the  greatest  care 
in  this  connection  it  is  almost  certain  that  there  will  be 
omissions.  It  is  not  probable  that  the  valuer  will  er- 
roneously include  matters  which  are  not  incidental  to  the 
reproduction  of  the  property,  but  it  is  almost  inevitable 
that  he  will  be  unable  to  anticipate  everything,  and  that 
there  will  therefore  be  some  omissions. 

Because  it  is  necessary  to  include  all  factors,  to  make 
the  work  of  the  valuer  as  accurate  as  possible,  he  must 
put  himself  in  the  position  of  a  person  about  to  repro- 
duce the  utility  in  question  and  as  a  preliminary  matter, 
must  attempt  to  reproduce  in  his  mind  every  step  which 
would  be  taken,  from  the  inception  of  the  idea  to  the  com- 
pletion of  the  plant  in  its  present  condition,  including 
such  attributes  of  the  property  as  its  business  and  earn- 
ing power. 

In  making  an  estimate  of  this  kind,  therefore,  the 
valuer  should  begin  with  the  time  when  the  question  of  the 

construction  of  the  plant  first  suggests  itself,  either  to 
the  promoter  or  to  the  capitalist  who  is  interested.  Some 
of  the  steps  whieh  would  naturally  be  taken  are  the  fol- 
lowing: 

(a)  The  conception  of  the  idea  and  the  consid- 
eration of  it. 

(b)  The  discussion  of  it  with  other  persons 
whom  it  might  be  necessary  to  interest  in  tiie  pro- 
ject. 

(c)  The  employment  of  engineers  to  estimate 
in  a  very  rough  way  the  amount  of  capital  which 

it  might  be  necessary  to  acquire. 

(d)  The  consideration  of  this  report  and  the 
determination  whether  the  project  seemed  practic- 
able and  to  promise  a  profit 

(e)  The  employment  of  counsel  and  seonring 
his  advice  in  a  preliminary  way  upon  f  randiise  sbA 
organization  questions. 
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(f )  The  preparation  of  a  franchise  by  counsel, 
negotiations  between  counsel  and  the  municipality 
with  reference  to  the  adoption  of  the  franchise, 
and  the  time  and  effort  which  would  be  required 
to  secure  its  adoption.  No  definite  plans  could  be 
made,  or  obligations  incurred,  until  the  franchise 
had  actually  been  adopted,  so  that  the  investors 
coidd  know  that  it  was  one  upon  which  it  would  be 
advisable  to  make  a  fnrther  investment. 

(g)  The  organization  of  a  corporation  to  take, 
over  the  franchise  and  construct  the  plant 

(h)  The  preliminary  survey  of  the  territory 
with  a  view  to  laying  out  the  plant,  determining 

the  location  of  the  necessary  real  estate  for  wor^ 
and  things  of  that  kind. 

(i)  The  optioning  and  acquisition  of  the  neces- 
sary real  estate. 

(j)  The  preparation  of  definite  engineering  and 
architects'  plans  which  could  be  made  the  basis  of 
definite  contracts  for  material  and  construction  of 
such  parts  of  the  work  as  would  be  contracted. 

(k)  The  creation  of  a  definite  preliminary  or- 
ganization which  would  take  diarge  of  the  doing 
of  the  actual  work  of  construction,  the  securing 
of  the  necessary  capital  and  its  disbursement,  and 
the  creation  of  an  operating  organization  which 
probably  would  be  created  gradually,  contempor- 
aneously with  the  work  of  construction. 

(1)  The  actual  work  of  construction. 

(m)  In  connection  with  the  work  of  construc- 
tion, the  building  up  of  the  business  and  operating 

force  and  business  organization. 

In  connection  with  the  consideration  of  these  various 
steps,  each  of  which  is  a  necessary  step  toward  the  com- 
pletion of  the  hypotiietical  plant,  the  valuer  will  de- 
termine the  time  which  will  probably  be  required  for  the 
work.  In  determining  this,  he  will  be  governed  by  the 
point  of  view  of  the  prospective  purchaser,  who  may  elect 
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to  either  buy  or  build.  This  purchaser  would  take  the 
period  which,  all  things  being  considered,  would  in  his 
judgment  be  most  economical. 

This  general  outline  is  sufiOdent  to  make  it  dear  that 
the  proper  application  of  the  reproduction  method  in- 
volves much  more  than  a  mere  listing  of  the  physical 
property  and  the  application  to  the  quantities  thus  ob- 
tained of  unit  prices.  This  is  an  important  part  of  the 
process,  but  it  is  by  no  means  all  of  it,  and  any  practice 
which  is  based  upon  the  erroneous  assumption  that  this 
listing  of  the  physical  property  and  application  of  unit 
prices  is  the  entire  process,  must  inevitably  lead  to  con- 
clusions grossly  unfair  to  the  utilities. 

It  may  be  profitable  to  refer  briefly  in  more  detail  to 
some  of  the  matters  which  are  involved  in  an  estimate 
of  the  reprcduction  cost  of  a  utility.  In  the  first  place, 
obviously  the  accuracy  of  the  estimate  must  depend  to  a 
considerable  degree  upon  an  accurate  inventory  of  the 
property  which  goes  to  make  up  the  utility.  Such  an  in- 
ventory, however  carefuUy  taken,  will  involve  more  or 
less  in  the  way  of  omissions.  These  will  be  comparative- 
ly unimportant.   Something  of  much  greater  importance 
is  the  fact  that  the  inventory  of  a  completed  property 
cannot,  in  the  very  nature  of  things,  show  the  temporary 
work  incident  to  its  construction.  This  is  very  strikingly 
illustrated  by  the  subway  construction  which  is  now  un- 
der way  in  the  city  of  New  York.  There,  to-day,  in  some 
of  the  streets  you  will  find  a  completed  subway,  with 
normal  street  and  sidewalks  in  the  first  plane  above  it, 
and  with  an  elevated  railroad  upon  permanent  supports 
in  the  plane  above  that,  and  with  water  mains,  gas  mains, 
and  conduits  in  their  proper  places.  If  you  had  looked 
at  this  same  work  a  few  months  ago,  you  would  have 
found  surface  traffic  provided  for  by  temporary  street 
and  sidewalk  surfaces,  an  elevated  railroad  in  normal 
operation  upon  temporary  stmctoxes,  and  water  mains, 
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gas  mains  and  conduits  for  the  various  wire  services 
located  temporarily  above  and  below  the  surface,  all  in 
order  to  permit  this  mi\m«y  oonstmction. 

The  cost  of  this  temporary  surface  for  the  street  and 
of  restoring  the  permanent  surface,  the  cost  of  these 
temporary  sidewalks  and  of  restoring  the  sidewalks,  the 
cost  of  the  temporary  elevated  railroad  stmotore  and  <^ 
its  permanent  supports,  the  cost  of  the  temporary  fadli- 
ties  for  the  water,  gas,  telephone,  telegraph  and  lighting 
properties,  and  of  providing  for  them  permanently,  were 
all  of  them,  with  perhaps  some  minor  deductions,  a  part 
of  the  cost  of  this  subway,  and  yet  they  are  each  of  them 
items  which  any  inventory  which  may  be  taken  in  the 
future  will  fail  to  disclose.  Factors  of  this  nature  are  in- 
yolved  in  every  estimate  of  the  reproduction  cost  of  a 
utility.  The  amount  will  vary  with  the  variation  in  the 
facts  which  characterize  each  specific  piece  of  work,  but 
this  element  will  always  be  an  important  element  in  ar- 
riving at  the  reproduction  cost 

The  date  as  of  which  the  valuation  should  be  made  is 
a  question  which  has  furnished  a  subject  for  considerable 
theoretical  discussion.  There  is  an  answer  to  the  ques- 
tion which  is  as  sound  as  it  is  simple.  like  many  other 
questions  relating  to  this  matter,  it  can  he  solved  best 
by  putting  yourself  in  the  position  of  the  prospective 
purchaser  who  is  invoking  the  estimate  of  the  cost  of 
reproduction  to  aheck.  the  price,  and  asking  what  he 
would  do.  With  a  prospective  purchaser,  this  is  not  a 
merely  theoretical  matter.  It  is  a  concrete,  practical 
matter.  The  alternative  that  is  presented  to  him  is  either 
iQie  purdhase  of  the  actual  property,  or  the  construction 
of  a  like  property,  and  the  course  which  he  will  pursue 
is  determined  by  the  question  of  cost.  It  is  perfectly 
dear  that  he  cannot,  having  this  question  presented  to 
him,  put  himself  bade  three  or  four  or  five  years  and 
begin  the  construction  tilien.  He  most  oooBtroet  in  the 
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future.  For  this  reason,  the  reproduction  theory,  prop 
erly  applied,  requires  that  the  building  of  the  hypotheti- 
cal plant  shall  be  after  the  date  of  the  valuation,  and  not 
prior  to  tiiat  date. 

As  a  part  of  the  process  of  estimating  the  cost  of  the 
physical  property,  unit  prices  are  usually  applied  to  the 
quantities  of  the  various  unite  which  the  inventory  shows 
would  go  into  the  construction.  To  illustrate,  an  electrie 
railway  will  require  a  certain  number  of  ties  of  various 
classes;  it  will  require  a  number  of  poles  of  various 
dasses;  it  will  require  a  number  of  pounds  of  copper 
wire ;  it  will  require  an  ascertainable  number  of  yaids  of 
grading ;  it  will  require  a  fixed  number  of  tons  of  rails ;  it 
will  require  frogs,  spikes,  insulators  anda  very  large  num- 
ber of  other  kinds  of  materiaL  It  is  customary  to  ascer- 
tain the  price,  called  the  unit  price,  to  be  applied  to  ^ush 
item  of  each  class  of  material  which  the  reproduction 

would  involve. 

There  are  certain  other  items  of  expense  which  are 
just  as  inevitebly  a  part  of  the  cost  of  the  structure,  which 
cannot  be  definitely  ascribed  to  the  specific  items  which 
go  to  make  up  the  structure.  These  are  illustrated  by 
the  cost  of  engineering,  which  is  not  usually  reckoned 
and  which  it  is  not  prai^cable  to  redcxm,  at  so  nmdi  a 
pole  or  rail  or  spike,  but  is  based  upon  a  percentage  of 
the  cost ;  and  the  interest  during  construction,  which  in- 
volves the  amount  of  money  expended  and  the  time 
elapsing  after  ite  expenditure  and  before  the  property 
begins  to  earn  a  revenue,  and  which  clearly  must  be 
based  upon  preceding  items  of  expense.  Then,  again, 
tiiere  are  contingencies,  omissions,  taxes,  insurance,  per- 
sonal injuries  and  many  other  items  of  a  like  general 
character.  These  overhead  items,  together  with  the  re- 
sults deduced  from  the  application  of  the  unit  costs,  will 
give  what  is  frequently,  but  not  strictly  accurately. 
Called  the  cost  of  reprodoeing  the  idiysieal  property. 
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The  unit  prices  and  the  overhead  estimates  are  inter- 
dependent Perhaps  the  best  and  most  usual  practice  is 
to  indnde  in  the  unit  prices  all  items  going  to  the  cost 
of  the  labor  and  material,  including  the  wages  of  the 
foreman  superintending  the  labor,  incurred  up  to  the  time 
that  the  material  pnt  in  place  in  the  straetore.  But 
there  are  wide  differences  in  the  practices  of  valners  upon 
this  question,  and  there  is  undoubtedly  a  middle  ground 
which  includes  a  number  of  debatable  items  which  may 
with  propriety  be  classified  either  with  the  imit  costs  or 
with  the  overhead  allowances.  The  essential  thing  is 
that  there  be  the  proper  co-ordination  of  these  two  classes 
of  items,  so  that  taken  together  they  will  properly  pro- 
vide for  each  iUm  of  expanse  which  reproduction  would 
involve. 

Unit  prices,  that  is,  taking  as  a  concrete  illustration, 
the  price  per  ton  of  steel  rails,  or  the  price  per  pound  of 
copper,  are  not  to  be  determined  by  the  market  price 
upon  the  date  as  of  which  the  valuation  is  to  be  made,  or 
upon  any  other  particular  day.  Here,  again,  it  is  worth 
while  to  have  in  mind  that  what  the  prospective  purchaser 
is  trying  to  ascertain  is  what  it  would  cost  him  to  re* 
produce  this  property.  Its  reproduction  will  ordinarily 
require  a  period  of  several  years.  Normal  business  prac- 
tices negative  the  idea  that  it  would  be  economical  to  buy 
all  of  the  necessary  material  at  or  before  the  work  is 
commenced.  It  would  be  impossible  to  secure  all  of  Hie 
labor  at  that  time.  During  the  period  of  reconstruction, 
the  prospective  purchaser  has  every  reason  to  believe 
that  there  will  be  variations  in  tiie  prices  of  labor  and 
nLaterial.  In  determining  whether  or  not  he  shall  buy 
or  build,  he  will  take  this  factor  into  account.  He  will 
consider  all  of  the  available  information  as  to  prices  of 
both  labor  and  material,  and  all  of  the  other  facts  whidi 
will  help  him  reach  a  conclusion  as  to  what  the  probable 
tendency  will  be  during  the  period  of  construction,  and 
taking  these  things  into  account,  and  taking  into  account 
further  the  fact  that,  everything  being  ccmsidered,  it  is 
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impossible  to  determine  positively  what  future  prices 
will  be,  he  will  make  estimates  which  in  his  judgment  will 
cover  insurance  against  this  uncertauity.  In  other  words, 
he  should  do  just  exactly  what  a  contractor  would  do 
who  was  asked  to  bid  upon  the  work  and  to  back  his 
judgment  evidenced  by  his  bid  by  his  own  money.  This 
uncertainty  has  been  paid  for  in  the  existing  plant,  and 
It  is  one  of  the  factors  affecting  its  value. 

A  determination  of  what  the  proper  overhead  charges 
shall  be  is  peculiarly  a  matter  for  trained  judgment.  No 
allowance  should  be  made  for  any  item  on  account  of 
which  actual  expense  will  not  be  incurred,  and  on  the 
other  hand,  no  item  of  necessary  expense  should  be  ex- 
cluded. The  accuracy  with  which  these  elements  may  be 
estimated  depends  very  much  upon  the  character  of  the 
work.  Where  there  is  uncertainty,  it  must  be  taken  care 
of  because  this  again  is  somethiDg  which  has  been  paid 
for  in  the  completed  plant 

A  remarkably  good  illustration  of  an  important  item, 
properly  classed  as  a  contingency,  is  the  situation  which 
has  developed  at  Panama  on  account  of  the  slides  in  the 
canal.  No  preliminary  esfimate  of  the  cost  of  this  work 
could  have  definitely  included  the  expense  which  has 
arisen  on  account  of  the  filling  in  of  the  canal  after  the 
original  excavation  was  completed  On  the  other  hand, 
every  experienced  engineer  knew,  before  tiie  work  was 
commenced,  that  it  would  inevitably  present  serious,  un- 
anticipated problems  which  would  have  to  be  solved  be- 
fore it  coxdd  be  completed.  They  could  not  tell  what  these 
contingencies  would  he,  but  their  experience  assured  them 
that  they  would  arise.  The  expense  incident  to  the  re- 
moval of  this  earth  again  and  again  until  finally  a  per- 
manent structure  is  completed,  is  a  part  of  tiie  cost  of 
the  canal.  It  must  be  included  in  the  ori^nal  cost ;  and  an 
aEowance  to  cover  items  of  this  kind  must  be  made  in 
every  estimate  of  reproduction  cost,  if  the  estimate  is  to 
be  tmstwortiiy. 
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Items  sadi  as  taxes,  personal  in jaries,  msaranoe,  and 
the  like,  can  in  general  be  estimated  very  accurately  by 
those  who  have  the  advantage  of  large  experience  in 
connection  with  works  of  the  same  diaracter. 

Franchise  should  be  considered^  if  franchises  ar^ 
necessary  to  the  operation  of  the  utility.  Not  much  prog- 
ress has  been  made  toward  working  out  a  basis  for 
definitely  approximating  their  value.  It  cannot  be  said, 
however,  that  they  are  not  worth  at  least  what  it  wonld 
cost  to  obtain  other  like  franchises,  nor  can  it  be  said 
that  such  other  like  franchises  could  be  obtained  without 
the  expenditure  of  money,  and  the  time  fmd  effort  that 
represrat  money. 

Going  value  is  an  element  in  tho  value  of  properties 
of  this  character  which  has  been  the  subject  of  very 
mndh  discnssion,  and  as  to  which  there  is  still  much  to 
be  made  clear.  The  first  step  towards  its  accurate  meas- 
urement is  a  clear  conception  of  what  it  is.  My  idea  of  it 
is  that  it  is  the  element  in  the  value  of  the  property  which 
represents  the  difference  betwew  its  actual  value  and 
what  the  value  of  the  same  property  would  be  if  it  were 
not  a  going  concern  with  an  established  business,  earn- 
ing money.  There  has  been  much  diversity  of  opinion, 
both  iB  and  out  of  llie  courts  and  commissions,  as  to 
whether  or  not  this  element  of  value  should  be  taken  into 
account.  It  would  not  be  profitable,  if  there  were  time 
for  their  consideration,  to  take  up  the  various  arguments 
and  pronouncements,  pro  and  con,  upon  this  question.  It 
is  enough  to  say  that  it  seems  to  be  absolutely  clear,  so 
clear  that  no  argument  is  necessary  to  support  the  propo- 
sition, that  a  plant  with  this  attribute  of  an  estahlLshed 
business  is  worth  more  than  the  mere  bare  bones  of  ibe 
same  plant;  and  if  this  element  of  value  clearly  exists, 
it  is  just  as  clear  that  it  must  be  taken  into  account.  And 
it  may  safely  be  assumed  that  the  continued  discussioa 
of  this  question  will  darify  the  situation  with  reference  to^ 
it  and  will  lead  to  the  general  conclusion  that  it  must  be 
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taken  into  account,  not  because  of  one  fine-spun  theory  or 
another,  but  because  it  is  there  and  so  ought  to  be  taken 

into  account. 

How  this  element  of  value  should  be  measured  is  an- 
other question.  The  Wisconsin  theory,  the  theory  based 
upon  early  losses,  and  the  cost  of  reproducing  this  at- 
tribute of  the  plant,  are  theories  which  have  been  strong- 
ly advocated.  It  should  be  clearly  borne  in  mind  that 
each  of  these  theories  is  intended  to  serve  the  same  pur- 
pose, viz.,  to  aid  in  correctly  appraising  this  elem^t  of 
value.  Some  of  these  methods  are  fundamentally  based 
on  cost ;  some  of  them  upon  the  cost  of  reproduction ;  some 
may  give  better  results  in  some  instances ;  others  in  others. 
Neither  of  them  can  be  taken  as  an  absolute  measure* 
Each  of  them  at  its  best  is  simply  an  aid  to  the  exercise 
of  reasonable  judgment.  If  we  are  right  in  the  proposi- 
tion that  a  plant  with  this  attribute  is  worth  more  than  a 
plant  without  it,  and  this  contention  has  the  sanction  of 
common  experience  everywhere,  some  means  will  be  de- 
vised for  giving  to  this  element  of  value  the  weight  to 

which  it  is  ^tiUed. 

It  is  an  error  to  think  of  going  value  as  something* 

separate  and  apart  from  the  physical  property.  It  is  in 
fact  something  that  cannot  be  separated  from  it,  but  is 
one  of  its  attributes.  What  is  bdng  valued  is  a  sine^ 
entity,  not  tiie  separate  parts  that  go  to  make  it  up. 

Without  reference  to  the  question  whether  in  establish- 
ing a  schedule  of  rates,  the  cost  of  reproducing  the  prop- 
erty, undiminished  by  depre<nation,  should  be  takxsBL  as  tito 
factor,  it  is  clear  that  in  ascertaining  the  actual  value 
of  property,  such  depreciation  as  actually  exists  must  be 
taken  into  account.  The  reasons  which  require  the  con- 
sideration of  appreciation  likewue  require  the  considerar 
tion  of  depreciation.  The  reproduction  method  applied 
to  any  property  automatically  takes  into  account  appre- 
oatum  and  depreciation  to  a  large  extent.  If  it  did  not, 
the  result  should  ootnoide  with  original  oost  Variatioas 
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in  the  prices  of  labor  and  of  material  and  of  real  estate 
manifest  themselvra  in  the  estimate  of  reprodnction  cost. 
If  labor  is  higher,  if  poles  are  higher,  if  ties  are  higher, 
if  copper  is  higher  or  lower,  if  real  estate  and  right  of 
way  are  higher  or  lower,  if  the  cost  of  buildings  is  hi|^er 
or  lower,  this  will  manifest  itself  in  this  estimate,  and 
properly,  because  these  are  the  conditions  which  would 
confront  the  prospective  purchaser  when  he  was  com- 
pelled to  determine  whether  he  wonld  bny  or  build* 

But  in  talking  about  depreciation,  there  should  be  kept 
clearly  in  mind  what  it  means.  The  dictionaries  define 
it  as  a  lessening  in  value.  Obviously,  a  lessening  in  value 
may  not  be  ignored  in  an  effort  to  ascertain  value.  But 
obviously,  also,  where,  as  in  all  of  these  cases,  the  effort 
is  to  ascertain  the  value  of  a  single  entity  as  a  going  con- 
cern, the  mere  fact  that  all  parts  of  it  are  not  new — the 
mere  fact  that  through  the  maintenance  and  reserve  ao* 
counts  provision  must  be  made  for  continuous  renewals- 
is  not  enough  to  warrant  the  inference  that  there  has 
been  any  lessening  in  the  value  of  the  property  in  ques-' 
tion.  On  the  other  hand,  it  is  a  matter  of  common  knowl* 
edge  that  no  new  railroad,  whether  it  be  an  electric  rail- 
road or  a  steam  railroad,  whether  it  be  a  street  railway 
or  an  interurban  railway,  is  worth  as  much  as  the  same 
railroad  after  it  has  be^  seasoned  by  time  and  use.  It 
is  not  an  exaggeration  to  say  that  any  public  utility,  well 
and  efficiently  maintained  and  operated,  is  perhaps  with- 
out exception  not  only  worth  as  much,  but  worth  more 
than  an  absolutely  new  like  plant 

Another  thing  that  should  be  ^ven  strong  emphasis 
is  the  fundamental  error  in  the  assumption  that  the 
amount  which  may  be  at  any  time  in  the  depreciation  re- 
serve measures  the  actual  deprecialion  of  the  property. 
There  is  absolutely  no  warrant  for  such  an  assumption. 
If  a  prosperous  property  has  piled  up  a  reserve  equal, 
to  one  hundred  per  cent.,  this  certunly  does  not  mean 
that  the  entire  value  of  the  property  has  been  destroyed; 


21 


and  on  the  other  hand,  the  fact  that  a  property  has  no 
reserve  is  not  a  demonstration  that  it  has  not  depreciated. 
Unless  this  be  true,  depredation  would  not  be  what  it  is, 
a  fact,  but  would  be  a  mere  matter  of  accounting  and  it 
would  be  easy  to  prevent  it  by  carrying  no  reserves  upon 
the  books.  "Whether  or  not  property  has  depreciated  is 
not  a  question  of  age  and  life,  or  of  theories  and  mortality 
tables.  It  is  a  question  of  fact,  not  determined  or  ascer* 
tainable  either  from  age  or  life  or  mortality  tables,  but 
only  ascertainable  through  an  actual  inspection  of  the 
property  by  some  one  whose  training  and  ezpwience  has 
qualified  him  to  draw  sound  conclusions. 

The  valuer,  with  his  factors  of  cost,  capitalization, 
revenue  and  reproduction  cost,  has  not  all  of  the  factors 
which  he  should  take  into  account  It  is  difficult  to 
imagine  any  public  utility,  reasonably  well  engineered, 
located  in  a  conmiunity  sufficiently  developed  to  need 
such  a  utility,  as  worth  less  than  it  would  cost  to  repro- 
duce it.  If  the  existing  utility  were  destroyed,  a  sub- 
stitute would  have  to  be  provided.  It  could  not  be  said 
that  this  substitute  would  be  worth  less  than  its  cost, 
and  its  cost  would  be  equivalent  to  the  cort  of  tiie  repro- 
duction of  the  existing  utility.  But  there  are  other  fac- 
tors which  the  estimator  must  take  into  account.  Im- 
portant among  these  are  the  financia]  history  of  the 
plant,  the  probable  development  of  the  community  in 
which  the  plant  is  located,  whether  the  plant  is  thorough- 
ly well  engineered  with  reference  to  both  the  present  and 
tiie  future,  as  well  as  many  o&er  facts  and  drenmstancM 
which  will  vary  with  the  variations  of  the  conditions 
which  surround  specific  utilities. 

From  the  consideration  of  every  material  fact,  in  the 
light  of  reasonable  judgment,  the  ultimate  fact  of  value 
may  be  deduced.  The  accuracy  of  the  deduction  will  de- 
pend upon  the  accuracy  with  which  the  material  facts 
are  ascertained,  and  the  sonndneaa  of  the  judgnumt  ap- 
plied to  thetau 
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Honorable  C.  A.  Prouty,  director  of  the  division  of 
valuation  of  the  Interstate  Commerce  Commission,  hav- 
ing reinforeed  his  coiiclasion  by  same  iUnatrations, 
swd: — ^ 

Illustrations  like  those  two  might  be  indefinite- 
ly multiplied,  but  these  are  sufficient  to  exhibit  the 
bought  I  wish  to  emphasize:  namely,  that  this 
valuation  of  oar  railways  is  not  a  mere  engineer- 
ing problem,  involving  the  cost  of  reproduction  or 
the  amount  of  depreciation  alone.  Indeed,  it  is 
not  properly  an  engineering  problem  at  all  but 
rather  a  social  and  economic  problem;  a  legal 
problem;  in  its  final  analysis  a  political  problem. 
It  is  for  the  Commission  first  of  all  to  ascertain 
all  these  facts  and  from  them  to  deduce  what  in 
its  opinion  is  the  fair  value  of  these  properties/"* 

There  can  be  no  question  about  the  soundness  of  this 
statement.  It  has  been  a  mistake  to  assume  that  the 
problem  of  valuation  should  be  worked  out  by  the  engi- 
neers and  that  the  results  of  their  work  should  be  pre- 
sented by  them  with  only  nominal  participation  by 
others.  It  is  the  function  of  the  laAvyers  to  determine 
the  fundamental  questions  as  to  what  evidence  is  com- 
petent upon  the  question  of  value  which  in  effect  fix  the 
scope  of  the  entire  investigation.  The  engineering  data 
constitute  but  opft  material  factor.  It  is  the  lawyers  who 
are  by  traininj^  and  experience  best  fitted  to  direct  the 
presentation  of  all  the  evidence  with  a  view  to  the  es- 
tablishment of  the  ultimate  fact  of  value.  Criticism  of 
the  engineers  would  be  unjust.  Such  criticism  as  is 
justifiable  should  be  directed  at  the  lawyers.  The  engi- 
neers, through  lack  of  co-operation  on  the  part  of  the 
legal  fraternity,  have  been  frequently  compelled  to  at- 
tempt to  carry  the  burden  of  both.  The  best  results,  and 
by  best  results  is  meant  the  most  accurate  results,  can- 
not be  attained  without  the  cordial  co-operation  of  the 

*  Speedi  delivered  before  the  second  annual  meeting  of  the  Chamber  of 
Commerce  of  tiie  United  States*  Washington,  February  U-IM, 
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engineers,  the  aooonntantSy  the  ezecntives  and  the 
lawyers. 

When  Value  Has  Been  Ascebtained,  What  Use  Shouu) 

Be  Mads  Of  It. 

It  is  as  important  to  clearly  apprehend  the  use  to  bt 

made  of  the  fact  of  value  as  it  is  to  understand  what 
it  is,  and  how  it  may  be  most  closely  determined. 

The  use  of  value  in  connection  with  the  regulation, 
of  capitalization  is  obvious.  It,  however,  is  not  the  only 
factor  which  should  be  taken  into  account  in  determining 
the  amount  of  securities  which  may  properly  be  issued. 
This,  like  every  other  question  presented  to  a  regulatory 
body,  should  .be  determined  along  broad  business  and 
economic  lines. 

It  is  a  mistake  to  assume  that,  value  having  been 
fixed,  and  fair  return  having  been  fixed  by  the  determina- 
tion of  a  rate  simply  high  enough  to  avoid  the  charge  of 
confiscation,  what  should  be  the  net  proceeds  from  a 
reasonable  rate  schedule  can  be  ascertained  by  multiply- 
ing these  two  factors  togetiier.  This  neither  accords 
with  the  law  nor  with  sound  business  sense  and  policy. 
Instead  of  determining  what  would  be  a  reasonable  sched- 
ule of  rates,  this  process  simply  fixes  the  line  which  limits 
the  jurisdiction  of  the  regolating  body,  below  which 
it  cannot  go.  It,  speaking  broadly,  represents  the  costs 
of  the  service.  There  is  another  factor  that  is  of  just  as 
much  importance  in  determining  what  is  a  reasonable 
rate,  which  is  the  value  of  the  service  to  the  consumer. 
Between  the  cost  as  a  minimum  and  the  value  as  a  maxi- 
mum, lies  the  field  for  regulation.  To  my  mind,  the  mat- 
ter has  never  been  more  aptly  put  than  by  Justice 
Swayze*,  from  whose  opinion  tiie  following  excerpt  is 
made: — 

^Public  Service  Gas  Ccmipany  vs.  Board  of  Public  UttUty  ComaiissioiK 
tn,     oL,  S^reme  Court  of  Nev  Jersqr,  dedded  Jtdy,  UiX 
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**The  next  qaestion  is  whether  the  rate  Sxed 
was  jnst  and  reasonable.  On  the  one  hand  a  just 
and  reasonable  rate  can  never  exceed,  perhaps  can 
rarely  equal,  the  value  of  the  service  to  the  con- 
sumer. On  the  other  hand  it  can  never  he  made 
by  compulsion  of  public  authority  so  low  as  to. 
amount  to  confiscation.  A  just  and  reasonable 
rate  must  ordinarily  fall  somewhere  between  these 
two  extremes,  so  as  to  allow  both  sides  to  profit  by 
the  conduct  of  the  business  and  the  improvements 
of  methods  and  increase  of  efficiency.  Justice  to 
the  consumer,  ordinarily,  would  require  a  rate 
somewhat  less  than  the  full  value  of  the  service 
to  him;  and  justice  to  the  company  would,  ordi- 
narily, require  a  rate  above  the  point  at  which  it 
would  become  confiscatory.'' 

In  the  determinaiion  of  this  question  between  these 

two  extremes,  the  regulatory  body  should  consider  what 
any  business  man  would  consider  if  a  like  question  were 
presented  to  him.  Some  of  the  factors  which  would  nor- 
mally and  naturally  be  taken  into  account  are  the  value 
of  the  property,  the  cost  of  reproducing  it  new,  the  cost 
of  rendering  the  service,  the  value  of  the  service  to  the 
consumer,  the  finandal  history  of  the  property  and 
whether  its  profits  have  been  large  or  small.  Much  of 
the  difficulty  that  has  arisen  in  connection  with  these 
matters  has  been  due  to  the  misappreh^tision  that  value 
when  ascertained  should  exclude  from  consideration 
many  of  these  other  material  factors. 

The  valuation  of  any  public  utility,  whether  it  be  made 
by  the  utility  or  by  a  regulatory  body,  should  be  treated 
as  a  broad  question  to  be  determined  justly  and  fairly, 
not  to  be  controlled  by  mere  theories  and  technicalities 
except  in  so  far  as  their  use  will  tend  to  an  equitable  and 
just  conclusion.  Treating  the  subject  in  this  manner 
will  aid  in  making  regulation  of  value  to  both  the  utilities 
and  the  public — will  help  to  make  it  worth  what  it  costs. 
Ai^lkroaehing  th«  sabjeet  in  any  othdr  way  will  militate 
against  the  success  of  all  regulation. 
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